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2 KEY ECONOMIC INDICATORS 
(available May 21, 1974) 
All values in million guilders, Average exchange rates: 1972-US$1 = 3.20 guilders 
unless otherwise shown 1973-US$1 = 2.70 guilders 
1974 to date-US$1 = 2.75 


ITEM 1972 1973 1974 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 147 ,400 167,500 186,750 E 
GNP at Constant 1972 Prices 147 ,400 155,000 158,875 E 
Per Capita GNP, Current Prices (guilders) 11,278 12 ,470 13,770 E 
Plant & Equipment Investment 19,200 21,730 24,700 E 
Indices: 1963 = 100 

Industrial Production 203 218 232 Jan-Feb 

Avg. Labor Productivity (Ind.) 219 235 - 

Avg. Industrial Wage 246 280 - 
Disposable Personal Income 94 ,060 106,100 117,950 E 
Employment (000's) (Dec) 4,786 4,809 4,846 E 
Avg. Unemployment Rate (%) 2.9 3.0 3.2 Mar 
Housing Unit Starts (units) 156,211 141,135 28,652 Jan-Mar 


MONEY AND PRICES 
Money Supply (Dec) 35,109 35,052 35,265 Feb 
Public Debt (Internal) (Dec) 26,651 27,489 27,486 Jan 

(External) (Dec) 59.5 39.1 39.7 Feb 
Interest, Central Bank Discount (Dec) 4.0 8.0 8.0 Apr 
Domestic Credit Outstanding (Dec) 38,996 45,870 46,637 Feb 
Indices 

Retail Sales (value): 1970 = 100 120 125 Jan-Oct - 

Avg. Wholesale Prices: 1948 = 100 184 207 229 Feb 

(excl. VAT) 
Avg. Consumer Prices: 1969 = 100 120.1 129.7 140.3 Apr 


BALANCE OF PAYMENTS AND TRADE 

Gold & For. Exch. Reserves (Dec) 18,584 20,100 20,336 Feb 

Balance of Payments, current account, 
transactions +3 ,625 +4 ,850 +2 ,250 E 

Balance of Trade -364 +424 - 

Total Exports, FOB (excl. Belg-Lux) 45,774 57,221 - +25. 
Exports to U.S. 2,019 2,393 - +17.5 

Total Imports, CIF )excl. Belg-Lux) 46,138 56,797 - +23. 
Imports from U.S. 4,520 5,938 +32. 


Main imports from U.S. 1973: Corn - 2,935,708 MI - Dfl. 851.0; Oil seedg, nuts and pits - 
1,065,716 MT - Dfl. 628.7; Airplanes & parts - Dfl. 505.5; Animal feed except grains - 
1,296,329 MT - Dfl. 461.3; Other machines except electrical parts - Dfl. 289.7; 

Organic chemical products - 298,927 MT - Dfl. 235.5. 


Note: Third column contains available 1974 figures. E = estimate for the year. 
Percentages in fourth column reflect comparison of: (1) 1974 figure with corresponding 
period in 1973, or (2) 1973 with 1972 if no 1974 figure is available. Annualized rate of 
growth for 1974 is not included at this time owing to insufficient data. 


Sources: Central Bureau of Statistics 
Central Plan Bureau 
Netherlands Bank 





SUMMARY 


The Netherlands attained a moderate economic recovery in 1973 but continued 
to be strongly influenced by international forces such as inflation and raw 
material shortages. GNP expanded at a medium pace and business investment, 
followed by imports, showed a substantial recovery from the previous year. 
Exports stayed high. At the same time the long-standing problem of prices 
and wages intensified, with prices continuing to rise at 8% a year and labor 
costs rising at 15%, the fastest since 1964. At the end of the year and 
during the first months of 1974 the country weathered the potentially serious, 
but brief problem of petroleum shortage and faced the aggravated problem of 
inflation. 


Inflation at 11%, not seen in the Netherlands tor nearly a generation, is 
foreseen in 1974, together with wage rises at last year's rate. Faced with 
many uncertainties in international trade and BOP resulting from high costs 
of petroleum and other raw materials, Dutch authorities tentatively predict 
a sluggish economy (halt the growth of last year) with reduced total invest- 
ment. The Government is taking measures to protect the public from the 
immediate effects of this slowdown. As a result; unemployment should be 
contained at about 3.5% and the lower income part of the population will 
receive a small real increase in income, while the ‘upper segment will lose 
a little. Foreign trade prices are expected to increase dramatically, but 
with small changes in volume and a smaller positive BOP. An Economics 
Ministry official summarizes the situation as promising "a number of fairly 
lean years." 


1973 was a banner year for U.S. exports to the Netherlands, largely owing to 
agricultural commodity prices, and 1974 should be equally profitable. The 
guilder-dollar exchange rate, currently at an advantageous level for U.S. 
exports, coupled with the fact that U.S. inflation in past years has been 
lower than in the Netherlands, makes many American products competitive. The 
cheaper dollar has also stimulated a remarkable rise in direct Dutch invest- 
ment in the U.S. and in tourist travel to the U.S. The climate for American 
investment in the Netherlands has, however, correspondingly deteriorated. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Government Policy and Program - Current actions and planning by the Netherlands 
Government are oriented toward the problem of inflation caused in the first 
instance by increased raw material costs. During the height of the petroleum 
crisis last winter an Enabling Act was passed by Parliament giving the Govern- 
ment additional powers in the fields of wages, incomes, prices, taxes, invest- 
ment and employment support. Although this act was passed under the threat of 
reduced economic activity owing to a sharply reduced petroleum supply, it is 
being utilized to combat the escalation of import prices of petroleum, as well 
as other materials, now that the supply problem has receded. Actions in the 
fields of income and taxation have been slanted to the benefit of lower paid 
workers, consistent with the Labor Party philosophy favoring income leveling. 
Official moves have also been made to support employment through tax benefits 
on investment and for direct employment relief. The combination of tax 
reductions and increased expenditures is expected to inject an additional 

2-2.5 billion guilders into the economy this year. As a result, in spite of 
increased tax receipts deriving from inflation, the budget deficit is expected 
to rise by 500 million guilders to 3,300 million, some 600 million of which may 
have to be financed from the capital market. 


Meanwhile, attempts are being made to dampen inflation through price controls. 
Increases in material and labor costs must be partially absorbed, or price 
increases resulting from them delayed, by industry, trade and services under 


a March 1974 decree. A ceiling has been established on dividends payable 
this year, based in general on the level of payments in prior years. At the 
same time,a widespread budgetary freeze totaling 750 million guilders was 
provisionally announced for 1974 in January, to be maintained as long as 
required by the economic situation. While the Enabling Act as a whole is 
limited to 1974, the Government states that it will ask Parliament for an 
extension if necessary. 


Responding to the important shift in value during the past year between 
the guilder and the dollar, the Dutch monetary authorities removed the 
guilder circuit requirement for the purchase of Netherlands securities by 
non-residents as of February 1. Non-residents may now purchase such 
securities without regard to the availability of guilders from other sales 
by non-residents. Responding to interest trends in other countries, the 
Central Bank successively increased the prime rate six times during 1973 
culminating at a rate of 8% in December. 


The long heralded selective investment law was passed by Parliament in 
February to subject new investments in the desirable western area of the 
country to additional taxes and license requirements. However, owing to the 
growing need for new investments to counter increasing unemployment in the 
west as well as in other parts of the country, the Government deferred 
issuance of the decree putting the law into force until later this year. 





Before the decree is finally issued, consultations will be effected with the 
two houses of Parliament. 


In a warning about continuing inflation, especially in the light of high oil 
prices, Central Bank President Zijlstra advocated tax reduction and lowered 
social charges. He held that the devaluation of money in general is the 
most serious present problem and requires a high political priority since 
democracy cannot bear endless inflation. He stressed the need for a higher 
profit level in order to encourage investment and employment. 


Production - The increase in production of goods and services in 1973 
equaled the rise in real GNP at 5%. Strong rises in export volume and 
business investment were the main support for this production, since 
personal consumption grew only slightly and public purchases dropped off. 
The combination of labor productivity and increased prices offset the high 
level of labor cost and produced a distinctly better profit margin than in 
1972 for business as a whole. The large enterprises, Shell, Estel (steel), 
Akzo (chemicals), Unilever, Philips and the Post-Telegraph-Telephone agency 
reported profit growth, while KLM continued in the red. 


In its annual report the Central Planning Bureau points out that forecasts 

for 1974 are unusually difficult because of steep rises in raw material 
prices, especially oil, the continuing threat of restricted oil production, 
and the problematic effect of oil prices on the BOP of most of the Netherlands’ 
trading partners. The forecasts offered must therefore be highly qualified 

on the basis of further price changes, the foreign trade policies of other 
countries, and possible required shifts in Dutch domestic policies. 


Total production and GNP are both predicted to rise deliberately at a 2.5% 
rate in 1974. While the metal industry should grow at the same rate as in 
1973 (5%), all othermajor sectors are expected to show a slower growth than 
last year or an actual drop in production (refining, textiles, and clothing 
and footwear). Wage costs per unit of output will increase by almost 10%, 
while labor productivity, owing to lower production and efforts to maintain 
employment, will grow only 3%. The resulting profits are expected to be 
under the 1973 levels, although several large companies reported healthy 
profits for the first quarter 1974. 


Investment - The investment picture in 1973 was reasonably good as a whole 
(8.5% increase) owing to business investments which resulted from 1972 
profits. However, there was very little growth in home building (construction 
costs have risen 52% in 4 years) and government investments decreased. The 
outlook this year is negative: business investments are almost static and 

home construction is expected to drop back. Total investments will therefore 





decrease in real terms. One bright spot is Estel, the holding company for the 
Hoogovens and Hoesch steel concern. Estel plans a 20% increase in steel 
capacity in the next few years necessitating a heavy investment. Investment 
this year is strongly influenced by increased labor costs and price controls. 
As a result, earned income will form 82.5% of total national income, according 
to the Central Planning Bureau. The Bureau points out that this leaves an 
insufficient amount of profits to support adequate investments. 


While the Central Bank has long been calling for better investment conditions 
for the country's welfare, a significant voice was recently added. Minister 
ot Economic Affairs Lubbers expressed the need for an improved investment 
climate. While the recent tax deduction is a good first step, he said, 
clearer licensing policies are needed; investments can be promoted on the 
basis of the Netherlands' present strong foreign trade position but should 

be aimed at up-to-date, high quality production. Illustrative of his 

implied criticism is a recent report that proposed investments totaling one 
billion guilders by six large companies in the Rotterdam area are being 

held up unnecessarily owing to environmental protection formalities. 


Labor - The labor cost per employee rose 15% last year, according to the 
Central Planning Bureau, exceeding the supposed Central Agreement of 13.5%, 
apparently as a result of wage drift. Increasing by interaction with both 
domestic and import prices, and without any Central Agreement, the labor cost 
is expected to grow further by 14.5% this year. The adult minimum wage was 
raised 2.5% on April 1 and now amounts to 242 guilders ($93 at present exchange) 
per week. Unemployment averaged about 3% in the 115-120,000 range, and the 
government stated that it would have climbed to 150,000 had relief measures 
not been taken. Even with emergency measures, unemployment is expected to 
average some 135,000 in 1974. A notable fact is that the unemployed in the 
three large industrialized western cities now account for 3.5% of the local 


labor force. Construction workers are particularly vulnerable because of 
reduced building activity. 


While unemployment increases, the number of unfilled vacancies also grows, 
pointing to a probable hard core of structurally unemployed people. The 
Bureau's report comments on this weak spot in the employment picture 
resulting from the fast rising cost of labor and the concentration of 
investment in capital-intensive equipment. 


Consumption - The volume increase in total domestic spending is now booked at 
3.5% in 1973. Private consumption rose only 2.5% in line with a limited growth 


in real disposable income. The main cause of the total increase was the 
relatively favorable business investment rate. The 1974 outlook is pessimistic, 
showing total domestic expenditures in a static condition. While private 
consumption is expected to increase at the same rate as last year and govern- 
ment consumption will go up, business investments are expected to barely 
increase, home building to drop back, and inventories to grow more slowly. 


At the same time the savings rate, reflecting lower profits, will drop 
from 22% of national income to 19%. 





The most dramatic change is in price trends. The 1973 cost of living rise 
came to 8%, but is estimated at 10.5% in 197). The rise came to ).6% 

in four months of this year. Other price increases last year were 9% for 
government purchases, 3 for business investment costs, and 8.5 for imports. 
This year's outlook for these figures is 14, 11.5 and 25% respectively. 

All price increase estimates are in two figures, and the total for overall 
domestic spending is 12%. 


Foreign Trade and Balance of Payments - On a transactions basis, the Netherlands 
balance of payments on current account showed a strong surplus of almost 5 
billion guilders in 1973. The 1.5 billion guilder improvement over 1972 

which this figure represents was attributable almost entirely to invisibles, 
particularly transport and return on capital. The balance of trade, however, 

was in deficit,with the value of imports rising 22.6% while exports rose in 
value by 21.2. Imports of crude oil, machinery, grains, cars, iron and 

steel, and wood were higher, while exports of oil products, machinery, 

plastics, organic chemicals, iron and steel, and dairy products also rose. 


The Dutch expect a balance of payments surplus in 1974, despite higher 
energy prices, but at a more modest level than last year, 2-2.5 billion 
guilders. Higher prices for imports (25%) will, to a large extent, be 
offset by higher export prices (18%). At the same time, exports are 
expected to rise moderately in volume while imports remain level; hence the 
continued favorable BOP. 


IMPLICATIONS FOR THE UNITED STATES 


The outlook for American exports to the Netherlands remains excellent. 

1973 was a banner year for the U.S., with shipments to the Netherlands up 

a startling 56% over 1972, according to figures of the U.S. Department of 
Commerce. 1974 promises to be an outstanding year as well, with most of 
the conditions which led to the 1973 export surge still in play. Demand for 
U.S. agricultural products, which accounted for much of the 1973 growth, 
continues strong. In addition,the dollar/guilder exchange rate, which made 
so many U.S. manufactured products increasingly competitive in 1973, 
continues to favor U.S. exports. Thus prices of a wide range of U.S. 
products will remain exceptionally attractive to Dutch importers. This 
monetary advantage comes on top of inflation rates among the U.S.' European 
competitors which in the recent past have been higher than the U.S. 


Although the Dutch GNP is not expected to grow as fast this year as last, 

it should still show a 2.5% gain, ensuring a continuing strong demand for 
imports. This forecast follows an earlier projection of very little real 
growth in GNP in 1974 and reflects a growing awareness that the oil boycott 
of the country has proved far less detrimental to the economy than originally 
expected. The Netherlands may be a small country geographically, but it is 





a very large country economically, and ranks as the U.S.' sixth largest 
foreign customer in the world and third in Europe. 


Industrial Exports - With U.S. export prices at very competitive levels 
and import demand strong, a wider range of U.S. products than ever before 
are finding ready acceptance on the Dutch market. They include products 
incorporating both high and low technology. Of particular interest are 
electronic data processing equipment, construction equipment, mechanical 
handling machinery and equipment, electronic components and electronic 
medical instruments. In general American industry will find the following 
product lines of most interest for export promotion: 


- Electronic data processing equipment, including digital and analog 
computers, peripheral items and software packages. 


Environmental control instrumentation and equipment. 
Specialized medical instruments and equipment. 
Commercial and industrial security equipment. 
Offshore drilling equipment. 


Machinery and raw materials for the chemical and metallurgical 
industries. 


Agricultural and construction equipment. 

Household appliances, both electric and non-electric. 
Food processing and packaging equipment. 

Hand tools, both regular and power. 


Electronic components, including electronic test and handling 
equipment. 


Sports and recreational equipment. 


Transportation equipment including automobiles, motorcycles and engines. 


Energy systems, including gas burners and furnaces. 


Mechanical handling machinery and equipment. 





With Dutch wage rates expected to rise more than 14% in 1974, demand 

for labor saving equipment and systems of all kinds should continue to 

be strong. Another very significant development in 1973 was the sharp 
increase in the import of U.S. consumer goods to the Netherlands. Imports 
of household appliances doubled and shipments of furniture were up almost 
3 times. Also showing strong increases were cameras, hi-fi systems, 
musical instruments, records and tapes, toys, antiques, works of art and 
jewelry. The whole breadth of U.S. consumer goods is of potential interest 
to Dutch importers, and U.S. exporters of such products are urged to 
exploit present price advantages to enter the Dutch market. Air, noise, 
water and solid waste pollution are an ever-growing national concern, 

and emerging government regulations in this area will provide an 

excellent market for U.S. environmental control technology and equipment. 
Machinery for recycling wastes, purifying water and filtering gases 

would be of special interest. 


In sum, the U.S. exporter is in an excellent position to sell his products 
in Holland. The U.S. price is right, the Dutch economy is growing and 
the Dutch importer is eager to find new U.S. products to sell. 


AGRICULTURAL EXPORTS 


U.S. agricultural exports to the Netherlands in 1973, including trans- 
shipments, were valued at $1,244 million. This was an amazing 77% gain 
over sales in the previous year and only 3% less than the combined total 
for the preceding two years. Preliminary data indicate that Holland 
provided the fifth largest market for U.S. farm exports in 1973--being 
surpassed only by Japan, Canada, West Germany, and the U.S.S.R. The 
main items received were soybeans, feed grains, other feed components, 
wheat, cotton, and tobacco. 


This remarkable rise in Dutch imports of U.S. commodities reflects a 
number of interrelated forces at work in the international market and 

in the Dutch economy. Inflation was one of the pressures--both at 

home and abroad--which simultaneously boosted consumer and corporate 
income and prices for agricultural imports. The favorable dollar-guilder 
exchange rate was another important contributing factor making for 

larger U.S. farm sales to the Netherlands. 


The outlook is also favorable for 1974. Even so, it is questionable 

if U.S. agricultural exports to the Netherlands this year will exceed 

the previous year's high. For the first quarter of 1974, the value ot 
the dollar relative to the guilder was higher than was true for most 

of 1973--tending to reduce the comparative price advantage for U.S. 
supplies on the Dutch market. On the other hand, the value of the dollar 
has gone down since April 1, prices for major agricultural commodities 
are well below those that prevailed a year ago, and these factors should 
have a stimulating effect. 





Investment - Expenditures for property, plant and equipment by U.S.- 
majority-owned foreign affiliates in the Netherlands are expected to rise 
50% in 1974 to $553 million, as compared to last year with its decline 

in investments. This projection is found in a survey made by the Department 
ot Commerce in December 1973 and indicates a marked increase over 

earlier forecasts. The reasons for this increase in expenditures are 

the general trend of continued growth in production capacity, persistent 
inflation, and the fact that the guilder appreciated more than 25% in 
value against the dollar in 1973. Thus the expected dollar cost to 
foreign affiliates of carrying out their expansion plans has increased 
sharply. The greatest increases in investment over 1973 are expected in 
the electrical machinery and transportation equipment areas, but the 
petroleum and chemical industries should see heavy outlays as well. 


Certain factors are discouraging, however, to new dollar investments in 

the Netherlands. The Selective Investment Law (see section on Government 
Policy) was passed by Parliament and is likely to be put in force late 

this year, although it continues under attack owing to the need for further 
investments to combat the unemployment problem. This law establishes 
substantial taxes on new fixed investments in the Amsterdam-Rotterdam- 
Utrecht area, which continues to be the most desirable business and 
industrial region. The new exchange rates impinging on dollar costs in 

the Netherlands have been noted. Consideration should also be given to 

the rising costs of both material and labor in comparison with inflation 

in other countries. Finally, the social trend in the Netherlands points 

to consideration of a voice from labor in industrial management decisions 
in the future. It is still a fact, however, that a business or production 
location in Holland constitutes an entry into one of the largest commercial 
markets in the world, the European Common Market. 


On the other hand, interest by Dutch industry in investing in the United 
States is growing rapidly. Several large Dutch firms have announced in 
recent months that they have made, or plan to make, sizable investments 
in the United States. American manufacturers interested in selling their 
plants or in taking on joint venture partners would do well to look into 
the possibility of attracting Dutch capital and technology. 





Franchising in the Economy, 1972-74 
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